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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RI CHMOND, OCTOBER 7, 2002

APPLI CATI ON OF

WASHI NGTON GAS LI GHT COVPANY

and CASE NO. PUE-2002-00319
THE SHENANDOAH GAS Dl VI SI ON OF
WASHI NGTON GAS LI GHT COVPANY

For approval of anmendnents to Rate
Schedule No. 9, FirmDelivery Service
Gas Supplier Agreenent

FI NAL ORDER

On June 6, 2002, Washington Gas Light Conpany ("W3a" or
"Washi ngton Gas") and the Shenandoah Gas Division ("Shenandoah")
(collectively referred to as the "Conpanies") filed a joint
application with the State Corporation Comm ssion ("Comr ssion")
for approval of proposed anmendnents to Rate Schedul e No. 9,
"FirmDelivery Service Gas Supplier Agreenent.” In their joint
application, the Conpanies proposed to require Conpetitive
Service Providers ("CSPs") to accept assignnment of certain
transportation resources when CSPs sell natural gas supplies to
t he Conpani es' custoners through their retail access prograns
("mandatory capacity assignnent”). The Conpani es proposed that
all costs associated with the tariff revisions be recoverable
t hrough either the Purchase Gas Charge ("PGC') provisions or

anot her existing nechanism WA and Shenandoah requested


http://www.state.va.us/scc/contact.htm#General

authority to inplenment nmandatory capacity assignnent comrenci ng
with the Novenmber 2002 billing nonth.

On June 28, 2002, the Conm ssion issued its procedural
Order wherein it docketed the matter, directed the Conpanies to
publish notice of the captioned application, and ordered the
Conpani es to serve a copy of the Order on local officials and on
all CSPs who have obtained a |license pursuant to 8 56-235.8 F of
the Code of Virginia to provide natural gas supply or
aggregation services in the Conpanies' service territories. The
same Order invited interested parties to file coments and
requests for hearing by August 12, 2002. Odering Paragraph (6)
of the June 28, 2002, Order provided that any request for
hearing nust state why the issues raised therein could not be
adequately addressed in witten cormments and directed persons
filing a request for hearing and expecting to participate in any
schedul ed hearing to file a notice of participation as required
by Rule 5 VAC 5-20-80 B of the Conmm ssion's Rules of Practice
and Procedure. The Order also directed the Conm ssion Staff to
investigate and file a report on the Conpani es' application and
provi ded for the Conpanies to respond to witten interrogatories
within five (5) calendar days after the receipt of the sane.

On August 7, 2002, the Conpanies filed proof of publication
and the proofs of service on local officials and on all CSPs who

have obtained a |license pursuant to 8§ 56-235.8 F to provide



nat ural gas supply or aggregation services in the Conpanies
service territories.

On August 9, 2002, Colunbia Gas Transm ssi on Corporation
("TCO') filed a Notice of Participation but did not expressly
request a hearing in this matter.

On August 13, 2002, Pepco Energy Services, Inc. ("Pepco" or
"PES"), filed comments in opposition to the Conpanies'
application. Pepco asserted that it had been able to | ocate and
purchase sufficient capacity to neet its obligations to its
customers and that there were sufficient resources available to
ensure that conpetitive suppliers could neet their |oad
obligations. PES comented that the Conpani es' practice of
hol di ng nore transportation capacity than required to serve its
custoners hel ped to create any illiquidity that may exist in the
market. It also alleged that the Conpani es have not provided
docunents in support of their allegation that CSPs have not
purchased sufficient firmtransportation capacity to neet the
designated requirenents of its custonmers. Pepco contended that
t he Conpani es' proposal would increase supplier costs by
restricting the suppliers' ability to assenble a reliable supply
portfolio in the nost cost effective manner, driving up prices
for custonmers of CSPs and elimnating sonme suppliers from

conpeting in Virginia.



Pepco further charged that a mandatory capacity proposa
failed to recogni ze capacity obligations that suppliers have
incurred and may force suppliers to take additional unnecessary
capacity. It maintained that the Conpanies' existing tariffs
provi ded i ncentives for suppliers to acquire adequate capacity
t hrough penalties or under-deliveries of their Daily
Requi renents Vol unes. PES asserted that the Conpani es have the
ability to issue an operational flow order ("OFO') if, in the
Conpani es' opinion, a supplier's gas deliveries adversely inpact
the operation of the distribution system Pepco noted that the
penalty for non-conpliance with an OFO was $25 per decatherm
and that these penalties should substantially mtigate the
Conmpani es' concerns about adequate capacity. Finally, Pepco
argued that the filing seeks to allocate inequitably costs to
captive custoners and captive suppliers. It argued that the
cost recovery nethodol ogy, as well as the reasonabl eness and
prudence of the costs, should be subject to a thorough
Commi ssion review once an appropriate application concerning the
recovery of costs associated with the Conpani es' provision of a
regul ated service was before the Conmm ssion.

On August 16, 2002, the Conmi ssion entered an Order
extending the tinme for consideration of the application for the
maxi mum period permtted under 8§ 56-235.8 of the Code of

Virginia;, i.e., Decenber 3, 2002, to consider the issues raised



by the Conpani es' application, accepted PES comrents out of
time, and permtted the Conpanies to file pleadings or other
docunents responsive to the Staff Report, Pepco's comments, and
the Notice of Participation filed by TCO

On August 22, 2002, the Staff filed its Report in the
matter. Staff noted that the Conpanies plan to provide natura
gas retail supply choice to all of their custoners in Virginia,
subject to the conditions set forth in the Comm ssion's March 7
2001, Order approving WA.'s retail access plan, entered in Case
No. PUE-2000-00474. According to Staff, under WA.'s retail
supply choice plan, CSPs are required to match their daily
deliveries to the Conpanies' city-gates to the daily |oad
requi rements of their custonmers in the sane way the Conpanies
are required to do so in conpliance with interstate pipeline
requi renents. CSPs are assigned storage and peak resources from
t he Conpanies' portfolio to nmeet the variable and extrene
weat her characteristics of their custoners' |oads. These
services are assigned and rel eased to CSPs at the Conpanies
cost. At WA's discretion, CSPs may exercise an optional
assi gnnent of the Conpany's firmtransportation for up to 100%
of their firmtransportation capacity requirenents.

Anmong ot her things, the Staff noted that the Conpanies
proposal would require CSPs to take assignnent of a

proportionate anmount of the Conpanies' firmtransportation



capacity and to pay Federal Energy Regul atory Conmmi ssion
("FERC') approved pipeline rates identical to the rates paid by
the Conpanies. As the load requirenents of a CSP change from
month to nonth due to growth or a decline in the nunber and
types of custoners served by the CSP, the capacity assigned
woul d be adjusted, simlar to the current process for adjusting
st orage and peaki ng resources.

Staff al so comrented on the reliability of secondary and
interruptible transportation capacity in its Report. It noted
that during an interimperiod of growmh, distribution conpanies
or any other entities that may have executed a |long-term
contract for capacity with a pipeline conpany, will often
rel ease any capacity not being utilized to neet their immedi ate
supply requirenents into the secondary market. According to
Staff, CSPs relying on secondary market capacity to neet their
supply needs may face constraints when primary hol ders of
capacity require the capacity, and it is no | onger available for
release. Wen this occurs, according to Staff, CSPs could find
that secondary capacity could actually becone nore costly than
primary capacity or may be unavailable. The reliability of firm
and interruptible transportation capacity is dependent upon the
conditions in the capacity market itself. Staff opined that
secondary firmcapacity may not be so reliable as primry firm

transportation capacity, thus exposing residential and snal



comrerci al custoners to nore risk than they have been exposed to
historically. According to Staff, Virginia s natural gas
utilities have relied upon primary firmtransportati on capacity
to serve their residential and small commercial |oad. Staff
observed that as the supplier of last resort, the Conpani es have
an obligation to provide tariffed gas service to any custoner
not receiving service froma CSP as well as to those who choose
to receive gas supplies froma CSP, but then later return to the
Conpany's sal es service. Staff acknow edged that al
participants in the energy market, including WA., are faced with
t he problem of custoners sw tching energy suppliers, but CSPs
are not faced with the same custonmer service requirenents as
| ocal distribution conpanies that are default service providers.
CSPs, in contrast, may refuse to accept new custoners, refuse to
renew service to existing custoners, or discontinue service
al together by exiting the Conpanies' retail access program

Staff noted that the recovery of costs associated with
reserve requirenents was addressed in WA.'s application for a
retail supply choice plan docketed as Case No. PUE-2002-00474.
In that case, a cap was established in the gas supply
real i gnnent adjustnent ("GSRA") surcharge applicable to
residential firmsales custonmers. Staff reported that the GSRA
was limted to recovery of transition costs and conment ed that

stranded capacity costs were intended to be primarily recovered



fromresidential custoners not using WA.'s capacity. Therefore,
according to Staff, such costs were not intended to be recovered
t hrough the PGA as gas costs. Staff comented that WA nust be
prepared to provide service to choice custonmers that return to
its sales service although it was unlikely that all of these
custonmers woul d choose to return to sales service or that al
CSPs would exit WA.'s program at the sane tinme. Thus, according
to Staff, as the choice market devel ops, sone | esser capacity
reserve may be sufficient for WGE.

Staff observed that the potential cost associated with
mandat ory capacity assignnment is that if it is not absolutely
necessary, i.e., that the capacity CSPs have contracted for
t hensel ves is reliable enough, supplier costs may be needl essly
i ncreased, and the supplier's ability to assenble the nost cost
effective supply portfolios may be restricted. The potentia
benefits for mandatory capacity are that the Conpanies will be
able to ensure that adequate primary firmtransportation
capacity will always be available to its city-gate.

Staff generally supported the Conpani es’ mandatory capacity
proposal but observed that suppliers may have already contracted
for capacity to neet some or all of their expected |load for the
winter. Staff therefore recommended that WG. be required to
phase-in its mandatory capacity plan over a one-year period, in

a manner that does not force CPSs to acquire excess capacity.



Finally, Staff observed that it reviews the reasonabl eness of
t he Conpani es’ purchase gas costs and conmented that any such
costs could be excluded fromrecovery in the Conpanies' PGA
GSRA, or reserve capacity if these costs were found to be

i npr udent.

On Septenber 6, 2002, the Conmpanies filed their response to
the Staff Report, the Comments of Pepco, and the Notice of
Participation filed by TCO In that response, the Conpanies
noted that they were addressing short- and long-termreliability
to their custonmers by their mandatory capacity proposal. They
expl ai ned that as the suppliers of last resort, they nust be
concerned about the availability of upstream capacity to neet
their service obligations over the long-term According to W&
and Shenandoah, three interstate pipelines with direct
connections to WA, TCO, Transcontinental Gas Pipe Line Conpany
("Transco"), and Dom ni on Transm ssion Corporation ("DTI") are
all fully subscribed in the Md-Atlantic region. Between
Novenber 2002, and Novenber 2006, WG nust deci de whether to
return or termnate 199,045 Dths of pipeline transportation
capacity with a primary delivery point to the Conpany's city-
gate and 310, 321 Dths of upstream firm pipeline transportation
capacity. According to the Conpanies, with the current capacity
shortage in the Md-Atlantic region, and with the Conpany's

di stribution system not having been tested on a "design day" for



several years, the prudent course of action is to retain
capacity, particularly when under the FERC s right of first
refusal procedure, the nmaxi numcommtnent termfor rollover of
exi sting capacity contracts is five years, conpared to the 10 to
15 years traditionally associated with new or open-season
capacity projects. The Conpanies reason that if capacity is
contracted for to serve a new |oad or a new market, that
capacity will no |longer be available to the Conpanies or to CSPs
to provide service to the Conpani es' custoners. Mandatory

assi gnnent of a proportionate share of such capacity to CSPs
selling gas supplies to firmcustoners in the Conpanies' retai
access program woul d, according to the Conpanies, be the fairest
way to ensure that those who stand to benefit from such capacity
pay all applicable costs.

The Conpani es generally supported the Staff's
recommendati ons, including Staff's proposal that they be
required to phase-in nmandatory capacity assignnent over a one-
year period, in a manner that does not force CSPs to acquire
excess capacity. They further proposed that a CSP shoul d be
required to denonstrate that capacity commtnents were
contracted for prior to the date of a final order in the
captioned proceeding and with entities neeting the Conpani es'

reliability and credit standards.
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The Conpani es expressed the concern that absent nmandatory
capacity assignnent, sales custonmers nmay subsidi ze delivery
service custoners through the operation of the GSRA provision
described in CGeneral Service Provision ("GSP') No. 25 of the
Conpanies' tariff. They explained that GSP No. 25 permts the
recovery, through the GSRA, of costs related to the rel ease of
firmtransportation capacity no longer required to serve firm
sal es custoners because custoners have el ected to acquire gas
supplies from CSPs, |ess any revenues recei ved by the Conpanies
t hrough the rel ease and sal e of such capacity. The Conpanies
commented that if the level of "transition costs" do not trigger
the current GSRA factor cap,! then some |evel of "stranded"
capacity costs could be recovered fromfirmsales custoners
t hrough the GSRA. According to the Conpanies, these types of
costs are nore appropriately recovered fromdelivery service
custoners - a circunstance addressed by mandatory capacity
assi gnnent .

The Conpani es al so addressed PES comrents regarding
penal ties for under-deliveries. They contend that the existing
tariff penalties for under-deliveries were intended to provide

incentives to CSPs to neet delivery obligations on a daily

1 The current nonthly GSRA factor cap for Shenandoah is $0.0099 per ccf and is
found in General Service Provision No. 23 (C)(3), Residential Factor

Al |l ocation Cap of Shenandoah's tariff. For WEL, the nonthly per therm
"current" factor is $0.0082. Staff Report at 14.
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basis, particularly on days when the Conpanies may not be able
to acquire alternative gas supplies in the event a CSP fails to
deliver. The Conpanies noted that hol ding capacity does not
guar antee delivery of gas and delivery failures may occur
because of gas supply constraints. The Conpanies, therefore,
reasoned that existing penalties are necessary even if the
mandat ory capacity assignnment proposed is approved by the
Comm ssion. They stated that in the event the CSP elected to
termnate service in the Conpanies' retail access program they
must be in a position to "backstop” all CSPs and to provide
reliable service with [ittle or no notice. The Conpani es urged
t he Conm ssion to approve their proposed revisions to Rate
Schedul e No. 9, adopting nmandatory capacity assignnent as part
of the Conmpanies' retail access program

NOW UPON CONSI DERATI ON of the foregoing, the Comm ssion is
of the opinion and finds that the Conpanies' application to
revise Rate Schedule No. 9 for their respective retail access
prograns shoul d be approved, subject to the nodification
proposed by the Staff at page 16 of the August 22, 2002, Staff

Report.? Revision of the Conpanies' tariffs in this manner

2 In our June 28, 2002, Order entered in Phase | of Application of Colunbia
Gas of Virginia, Inc., For Approval of a Retail Supply Choice Plan as

Aut hori zed by § 56-235.8 of the Code of Virginia, Doc. Con. Cen. No.
020650134, at p. 9, we accepted Staff's proposal to provide for mandatory
capacity assignment of upstreamfirmtransportation service to CPSs as part
of Colunbia Gas of Virginia, Inc.'s retail access plan.
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shoul d permit WA and Shenandoah to assure the reliable delivery
of natural gas to all WAL and Shenandoah custoners, i ncluding
those participating in the Conpanies' retail access prograns.

Further, we find that the Conpanies should nodify their
respective tariffs to permt CSPs to denponstrate to the
Conpani es that their capacity commtnments were contracted for
prior to the date of this Order, as the mandatory capacity
assi gnnent provisions are inplenented over a period of a year.
Additionally, we will not require a CSP to provide proof to the
Conpani es regarding the reliability and credit status of the
entity with which the CSP may have contracted for capacity. W
have not previously inposed this requirenment. There has been no
show ng of operational difficulties absent such requirenent, or
that such requirenent is necessary for the future. Mreover, as
mandat ory capacity assignnent is phased in, the Conpanies’
concerns in this regard should di m nish.

Accordingly, IT IS ORDERED THAT:

(1) The Conpanies' June 6, 2002, application to approve
t he proposed anendnents to Rate Schedule No. 9, "FirmDelivery

Service Gas Supplier Agreenent," as nodified by the findings
made herein, is hereby approved.
(2) WEL and Shenandoah shall forthwith file revised

tariffs, reflecting the changes directed herein, with the

13



Di vision of Energy Regulation, to be effective for neter
readi ngs made on and after the date of this Final Oder.

(3) There being nothing further to be done herein, this
matter shall be dism ssed fromthe Conmm ssion's docket of active
proceedi ngs and the papers filed herein nade a part of the

Commission's file for ended causes.
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